
I t was another quarter of new highs as investors ignored Washington and geopolitics.  Instead, the focus 
was on the improving global economy and the expected surge in corporate earnings.  Risk assets contin-
ued to rally with international equity markets leading the U.S.  For the quarter, and the entire year, emerging 
market equities are the strongest performing asset class.  While improving economic data and earnings expecta-

tions have helped to lift international equities, a weaker U.S. dollar has also helped to boost investor returns.  In the 
U.S., small cap stocks outperformed large caps, thanks to improving economic data and hints of tax reform.  Fixed-
income markets were remarkably tranquil. The global economic backdrop was bright, with major developed and 
emerging markets—including China—growing at a decent clip. At the same time, inflation was moderate.  The combi-
nation provided a friendly atmosphere for most bonds.  Benchmark government bond yields finished the quarter about 
where they started it. The 10-year U.S. Treasury yield stood at 2.33%, compared to 2.30% at the end of June, while the 
10-year German Bund yield was virtually unchanged at 0.46%.  Reflecting the benign environment, high yield bond 
spreads narrowed slightly and prices continued to rally.  Following the usual pattern, cash returned almost nothing and 
was the worst performer of the quarter.   
 

This October marked the 10-year anniversary of the S&P 500's high point before the Great Recession.  (Can you be-
lieve it’s been 10 years!  It must be age because I seem to say that too often.)  It was 10 years ago on a Tuesday, the 
9th day of October, that the S&P 500 peaked at a then all-time record closing high of 1565. The very next day, began a 
painful 17-month tumble that resulted in a 57% drop in the raw index, the worst bear market loss in the last 80 years.  
While the ensuing decade has provided a rocky road for investors at times, the recovery is undeniable.  Interestingly, 
even though the common perception is different, the index has had only 1 down year (2008) in the last 14. 
 

During its 103 month-long bull market, up to the end of the 
3rd quarter, the S&P 500 has set 165 all-time record closing 
highs. (source: BTN Research). It was also the 8th straight 
quarter of gains for the index. The NASDAQ was not far 
behind with its 5th positive quarter in a row.  It’s ironic that 
30 years ago on October 19, 1987, the S&P 500 reached it’s 
peak volatility.  As measured by the CBOE, volatility hit 172 
on that day.  Even though the financial crisis was a time of 
great volatility, he worst measurement during that period was 
81 on 11/20/2008.  This year, the same day was one of the 
least volatile in the 45 years that we’ve had measurable data.  
It was also the least volatile September over the same period.  
The question that intrigues me is that, with all the domestic 
and global turmoil, why are investors so calm?  A few years 
ago, turmoil in a tiny county like Greece caused a frenzy.  
Now, with the possibility of a much larger Spain breaking 
up, we get nothing but yawns?  Frankly, unless we chalk it 
up to a general sense of ennui, it’s a mystery. 
 

Looking forward, I don’t expect a calamity, but with the end 
of abnormal monetary policy, North Korea, the looming Chi-
nese debt bubble and almost certain disappointment on Presi-
dent Trump’s promised policy and tax agenda, I find it hard 
to believe that markets will remain this unnaturally placid. 
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3rd Quarter Summary 
 

Total Return % 

 3 month 12 months 

S&P 500 +4.5 +14.2 

Nasdaq Composite +5.8 +20.7 

Russell 2000 +5.8 +10.9 

MSCI EAFE +5.5 +20.5 

Barclays High Yield +2.0 +7.0 

Treasury Bond Rates 9/29/17 9/30/16 

2 year 1.47% 0.80% 

10 year 2.33% 1.63% 

Barclays U.S. Aggregate +0.8 +3.1 

MSCI Emerging Markets +8.0 +28.1 

(Source: US Treasury, LPL Financial Research)  Indices cannot 
be invested into directly. Past results are no guarantee of future 
performance 
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Ten years ago, during the financial crisis and subsequent recession, the U.S. Federal Reserve undertook an unprece-
dented and controversial monetary policy in an attempt to stabilize the economy and world markets.  The plan was to 
buy trillions of dollars of Treasury and mortgage bonds in an effort to encourage hiring, economic growth, and investing. 
The program of purchases, from 2008 to 2014, is now commonly known as Quantitative Easing (QE).  Through three 
rounds of QE, the Fed added trillions of dollars of new money to the financial markets and its balance sheet ballooned 
from $800 billion to over $4.5 trillion today.  That’s a huge number, about 25% of our national economy and 20% of the 
outstanding U.S. Treasury debt.  Of course, the global economy was in dire straits and we weren’t the only country to 
become enamored with unusual monetary policy.  Since intrusive market policies always seem to be politically popular, 
the European (ECB) and Japanese (BoJ) central banks followed our lead with great enthusiasm.   
 

There are various ways of measuring the size of QE carried out by each central bank.  One simple comparison 
is to look at the size of the purchases relative to net issuance. This reveals how much additional “firepower” 
each central bank brought to the market. For the Fed, Treasury purchases were always less than Treasury net 
issuance.  In other words, the Treasury department was selling more new bonds than the Fed was buying.  The 
Fed was undoubtedly the biggest buyer, but there was still room for others in the marketplace.  In comparison, 
the BoJ’s QE purchases are 3 times bigger than Japanese net issuance and the ECB’s are 7 times bigger than 
net issuance of all the Euro-zone countries combined.  (The BoJ has gone even further.  Unlike the other cen-
tral banks, they don’t limit purchases to government bonds.  The BoJ also buys equities.  According to Forbes, 
the BoJ  is now a top 10 holder of 90% of the Nikkei 225 index.)  One obvious conclusion is that bond markets around 
the world have been distorted by these large price-insensitive buyers.  So, given all the global QE activity, I 
guess the number of bonds trading at negative rates as shown in the above chart shouldn’t be surprising. This 
$8 trillion in negative yielding paper has forced investors around the world into all kinds of other riskier asset classes in 

(Continued on page 4) 

The Aftermath of QE 

Source: DB Global Markets Research  
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Things That Probably Only Brad Cares About I Actually Read it Somewhere 

Jamie Dimon 
“Bitcoin makes sense if you live in Venezuela or North 
Korea or if you're a drug dealer or murderer.  It's worse 
than tulip bulbs. It won't end well. Someone is going to get 
killed.” 
 

Bloomberg 10/4/17 
With a  population the  size of  Connecticut’s  and an  
economy  smaller  than  Nebraska’s, Puerto Rico  has  
more  debt  than any  U.S.  state  government  except  
California, New York and  Massachusetts. 
 

Woody Brock 
“But, as the Nobel Prize-winning (and liberal) economist 
Kenneth Arrow pointed out, all these revolutions 
(industrial & digital), including the existence of Walmart, 
brought down the cost of living for the bottom half. The 
cost of living for rich people has not gone down nearly as 
much. Try going to Ivy League schools or buying a ticket 
to the Metropolitan Opera; they’re unaffordable.  This is 
the kind of integrity he had. He said, despite the inequality 
of the distribution of income and wealth, morally what 
matters most is the distribution of consumption. When he 
was a boy in Brooklyn, he said, people who were poor 
looked undernourished because they didn’t have much to 
eat; now, they are all obese. He said that everyone has the 
same iPhone as the Rockefellers do.” 
 

John McCain 
“We are the country that led the free world to victory over 
fascism and dispatched communism to the ash heap of 
history. We are the superpower that organized not an em-
pire, but an international order of free, independent nations 
that has liberated more people from poverty and tyranny 
than anyone thought possible in the age of colonies and 
autocracies.” 
 

Stephen Colbert 
“Here’s the thing: While only 24 percent of Americans 
trust what they hear from the White House, Trump’s ap-
proval rating in that poll is 38 percent. That means 14 per-
cent of voters enjoy being lied to. And, if any of those 
people are tuning in right now, I just want to say: Every-
thing’s going to be fine.” 
 

LA Times 9/5/17 
At least 220 languages are spoken in California, and 44 
percent of residents speak a language other than English at 
home 

Eons ago when I first met Maureen, she was an all-star ath-
lete and better than me in most sports, even skiing.  And 
that defined a part of our relationship that was important to 
her.  At the time, I was in such a state of infatuation that it 
was irrelevant to me.  However, things changed.  I’ve been 
a better skier, actually much better, for quite a while.  And, 
although she hates to admit it, that’s rankled over the years.  
It took me a while to realize that’s why she can be disagree-
able on the slopes.  By nature, she has a very sweet disposi-
tion. So it was always surprising and out of character when 
she would get surly around me while skiing. And then I 
realized, it was because she was struggling to keep up when 
she thought she should be the better skier.  It’s not my 
imagination.  I can tell that my skiing brother Mark, who is 
too much of a gentleman to mention it, has noticed it as 
well.  Now we’re getting into mountain biking.  It’s a natu-
ral sport for the Mammoth area because snow melts in the 
summer and hiking gets a little boring. (At least for me.)  
We’re both beginners, barely out of the training wheels 
stage.  I do have a slight advantage because of my prior dirt 
bike experience. (I know to enough look ahead, accelerate 
through obstacles and that falling hurts.)  Still, Maureen 
thinks she’s faster and feels like I’m deliberately holding 
her back on the more difficult sections.  There are many 
trails in Mammoth, some of which are steep and rocky with 
significant potential for painful falls.  There have been a 
number of times that she’s wanted to go, but I held back.  I 
admit to a possible excess of caution, and not just because 
of my own ancient skeletal structure.  As far as I’m con-
cerned, go faster than me.  I really don’t care.  Just don’t be 
inconsiderate enough to fall and hurt yourself.  She fell in 
powder while skiing with me in Aspen and was 3 years in 
physical therapy.  If soft snow caused that much of a prob-
lem, what would happen when she hit hard dirt?  And, there 
was no doubt in my mind that a hard fall was inevitable.  
Anyway, that’s what happened.  We were on a downhill  
trail with a sharp off-camber turn, a little slick with a very 
inconvenient tree root right in the middle. I could see it as a 
trouble spot and approached cautiously.  Maureen, on the 
other hand, barreled up to the turn with the idea of zooming 
by me.  I heard a thump followed by a sound of pain and 
turned around in time to see an tangle of bike and Little 
Princess.  She did an absolute face plant.  Blood and 
bruises everywhere!   Indefatigable, a few weeks later she 
was back on the bike, albeit riding with more humility and 
resigned to the idea that being second fastest in our house-
hold isn’t so bad. 



Past performance does not guarantee future performance and your actual results will vary. These opinions are for general information only and 
are not intended to provide specific advice or recommendations for any individual. Consult your attorney, accountant, or tax advisor with regard 
to your individual situation. The S&P 500 is an unmanaged indexes reflecting the overall returns attained by leading US stocks. The MSCI EAFE 
is comprised of large company stocks in established foreign markets.  The MSCI EM (Emerging Markets) Index is a free float-adjusted market 
capitalization weighted index that is designed to measure the equity market performance of the emerging market countries of the Americas, 
Europe, the Middle East, Africa and Asia. Govt bonds and T-Bills are guaranteed by the US government as to the timely payment of principal & 
interest and, if held to maturity, offer a fixed rate of return a& principal value. The Barclay’s  bond indexes are representative of total returns 
earned by various segments of the bond market.  Indexes cannot be invested into directly & are unmanaged.  International and emerging market 
investing carries special risks such as currency fluctuation and political instability.  The Russell 2000 Index is an unmanaged index generally 
representative of the 2000 smallest companies in the Russell 3000 index, which represents approximately 10% of the total capitalization of the 
Russell3000 Index. The Barclays  High-Yield Market Index captures the performance of below-investment-grade debt issued by corporations 
domiciled in the United States or Canada. Stock investing involves risk including loss of principal. Bonds are subject to market and  Interest rate 
risk if sold prior to maturity. Bond values and yields will decline as interest rates rise and bonds are subject to  availability and change in price.  
Economic forecasts set forth may not develop as predicted and there can be no guarantee that strategies promoted will be successful. No strategy 
assures success or protection against loss. The NASDAQ Composite Index measures all NASDAQ domestic and non-U.S. based common stocks 
listed on the NASDAQ Stock Market. The market value, the last sale price multiplied by total shares outstanding, is calculated throughout the 
trading day, and is related to the total value of the Index.   
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a desperate search for yield.  So, what happens to the 
financial markets when the great unwind happens?  
It’s uncertain but we’re getting closer to that point.  
Although growth is still relatively slow, the Fed be-
lieves the economy is now strong enough to handle 
more normal monetary policy.  So, in October, they 
will start the gradual process of reducing the balance 
sheet.  Thus far, investors have had a mild response to 
the idea.  Running down the Fed balance sheet by a 
$50 billion here and there is not going to make a huge 
difference. The real test will be when inflation expec-
tations change and the red area in the chart  turns 
black.  With inflation and without QE, it hard to envi-
sion a world with negative rates.  The fear is that when 
the risk-free interest rate goes higher, then credit 
spreads will widen and equities underperform as in-
vestors leave risky assets and come home to higher-
yielding government bonds.  Because, if the risk-free 
rate goes higher, why buy risky assets?   The ques-
tion is how high is high enough and will rates go 
there? Regardless, checking out of Hotel Easy Money 
might be a lot more difficult than checking in. It’s 
hard not to feel a bit like a lemming in our current 
world of manipulative policy.   

(Continued from page 2) 


